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Dear

This responds to & letter dated November 9, 2007, as supplemented by correspondence
dated May 23 and May 27, 2008, from your authenzed representative, in which you
request a ruling that an inadvertent rollover inte your individual retirement arrangement
(IRA) will not result in a moditication to a series of substantially equal penodic payments
you were receiving and, therefore, will not vesult in an impaosition of the additional 10
percent iax on premature distributions under section 72{t) of the Internal Revenue Code
{"Code").

The tollowing facts and representations have been submitted under penalty of perjury [
support of the ruling requested:

Taxpayer maintained IRA A which was sponsored by Financial Institution B. On or
about March 30, 1999, Taxpaver made a rollover contribution of Amount 1 into IRA A.
On or about Apri! 12, 1999, when she was age 52, Taxpayer began receiving a series of
substantially equal pericdic payments from IRA A calcalaled under the fixed
amortization method cqualing approximately Amount 2 per month. The distributions
were intended 1o comply with the requirements of section 72{t}2)(A)iv} of the Code.
Dunng July of 2002, Taxpayer made a trusiee-to-trustee transter of the entire account
balance in IRA A to IRA C. sponsored by Financial Institution D, The substantially
equel periodic payments continued without interruption or mod:fication throughout the
transfer,

Taxpayer's series of substantially equal penodic payments from IRA A (subsequently
IRA C) continued for the required five year period under section 72{1{4 )} A)ii) of the
Code which ended on Aprl 12, 2004,

On or about December 17, 2002, Individual E, Taxpayer’s financial advisor at Financial
Institution F, advised her that, pursuant to Revenue Ruling 2002-62, 2002-42 LR.B. 710,
seclion 2.03(b), she could make a one-time change in the caleulation of her substantially
equal periedic payments from the fixed amortization method to the required minimum
distribution methed, resulting in a new monthly payment of Amount 3. The change
occurred in January of 2006,

Previously, Taxpayer worked tor Employers H and | and participated in their quahfied
retirement plans. On or about Apri) 21, 2003, Financial [nstitution F received a rollover
check from Emplover H on behalf of Taxpayer and depesited il into Account G {on or
about April 23, 2003), a tax-sheltered annuity maintained under section 403(b) ol the
Code. On or aboul June 9, 2003, Taxpayer made a direct transfer of her account balance
in Emplover |'s retirement system 1o Account G,
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On er about July 26, 2006, Taxpdyer informed Individual E that, due to her recent.
termination of employment, she wanted to roll over her account balance (Amount 4) in a
retirement plan sponsored by Employer J. Individual E advised that Amount 4 could
only be rolled over to Account G, but nod IRA C from which substantially equal pericdic
payments were being received. On or about July 27, 2006, Individual E's assistant

- erroneously completed & form causing Amount 4 to be deposited in IRA C instead of

Account G. Amount 4 was inadvertently deposited into IRA C on August 14, 2606.
On or about March 30, 2007, Taxpayer called individual E to discuss investment options
for IRA C. The etror was discovered a few days later. Individual E was concerned

“that the addition of Amount 4 into IRA C resulted in a modification of the series of

substantially equal periodic payments that Taxpayer was receiving. You have
represented that Financial Institution F acknowledged the inadvertent error.

Bascd on the above facts and representations, you request a ruling that the inadvertent ¢
rollover of Amoumt 4 into IRA C during 2006 from which a series of substantially equal
periodic payments were being taken, wiil not be considered 2 modification of a series of
substantially equal periodic payments within the meaning of section 72(1)(4) of the Code,

Section 408(d)(1} of the Code provides, except as otherwise provided in section 408(d),
any amount paid or dig[n‘bu'.ed out of an IRA shall be included in gross income by the
payee or distributec, as the case may be, in the manner provided under section 72 of the
Code.

Section 72 of the Code provides rules for determining how ameunts received as annuines,
endowments or life insurance contracts and distributions from qualificd plans are to be
taxed, !

Section 72(t)(1) provides for the imposition of an sdditional 10 percent tax on early
distributions from qualified plans, including IRAs. The additional tax is imposed on that
portion of the distribution that is includible in gross income.

Section T2(1){2) A)iv) of the Code provides that section 72(t){ 1) shall not apply to
distributiens that are part of a series of substantiatly equal periodic payments (not less
frequently than annually) made for the life (or life expectancy} of the employee or joint
lives (or joint life expectancies) of such employee and his designated beneliciary.

Section 72{1)({4) of the Code impeses the additiopal limitaton on distributions excepted
from the 10 percent tax by section 72(tM2)ANiv) thai, if the senes of payments is
subsequent]y modified (other than by reason of death or disabihty) before the later of the
emplovee’s attainment of age 59 %, then the lzxpayer's tax for the first laxable yearin
which such modification oceurs shall be increased by an amount determined under
regulations, equal to the tax that would have been imposed except for the section
THO(23 AN 1v) exception, plus interest for the deferral period.
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Motice 89-25, 1929-1 C.B. 662 was published on March 20, 1989, and provided

guidance, in the form of questions and answers, on ceriain provisions of the Tax Reform

Act of 1986 (TRA™ 36). In the absence of regulations on section 72(t) of the Code, this

notice pravides puidance with respect to the exception to the tax on premature

distnbubions under section 72(0(2K AXiv). Question and Answer-12 of Notice 89-25 '
provides three methods of determining substantially equal periedic payments for
purposes of section 72(0{2) AKiv) of the Code.

Revenue Ruling 2002-62. which was published on October 21, 2002, modifies Q&aA-12
of Notice 89-25. Revenue Ruling 2002-62 provides, among other things, that payments
are considered to be substantially equal periodic payments within the meaming of section
T2H21 AWv) if they are made in accordance with the required minimum distribution
methad, the xed amortization method or the fixed annuitization methed (the threc
methods described in Q&A-12 of Notice §9-25),

The fixed amortization method provides that the annual payment for each year 1s .
determined by amortizing in level amounts the account balance over a specified number

of years determined using the chosen life expectancy table and chosen interest rate.

Under this method, the account balance, the number from the chosen life expectancy

tzble and the resulting annual payment are determined once for the first distribution year

and the annual payment is the same amount in each subseguent year.

The reguired minimurm distribution method provides that the annual payment for each
vear 15 determined by dividing the account halance for that year by the number from the
chosen life expectancy table for that year. Under this method, the account balance, the
number from the chesen life expecrancy table and the resulting annual payments are
redetermined for each year.

An individual who begins receiving distributions in a year using either the fixed
amortization method or the fixed annuitization methed may in any subsequent year
switch to the required mimmum distnbution methed 1o determine payment for the year of
the switch and all subsequent years and the change in method will riot be treated as a
modification within the meaning of section 72(t)(4) of the Code. Once this change is
made, the reguired minimum distribution method must be followed in all subsequent
years. Any subsequent change will be a medification for purposes of section 72(t)(4} of
the Code.

In this casc, Taxpayer states that she began receiving payments Irom IRA A, in calendar
year 1999, in a serics of substannally equal periodic payments as described in section
T2 AN Iv) of the Code using the fixed amortization method as described in Notice
§9-25. Taxpayer further states that the monthly payment from IRA A as determined
under the above methodology was Amount 2. In July of 2002, Taxpayer made a

direct transfer of her entire account balance in IRA A to [RA C. Taxpayer received
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substantially equal pertodic payments from IRA A and [RA C for seven yesrs using the
fixed amortization method  In January of 2006, based upon section 2.03{b) of Revenue
Ruling 2002-62, Taxpayer changed from the fixed amortization method to the requived
minimum distribution method, resulting in a new monthly payment of Amount 3

Taxpayer states that on July 27, 2006, she reguested that Financial Institution F rol) over
Amount 4 from a retirement plan spensored by Employer ) 1o Account G, However, in.
etror, Financial Institution F rolled Amount % inté IRA C, the IRA from which Taxpayer
was receving the series of substantially equal periodic payments. Taxpayer states that '
the required five year period under scetion 72004 HANII) of the Code ended on Apnil 12,
2004,

I Amount 4 had been rolled over into Account G as rcquesimli by Taxpayer on July 27,
2006, Financial Institmion F would not have raised the issue of modification regarding
calendar year

Taxpayer did all she could to conlinue to receive Amount 3 from IRA C and had no
reason to believe that Financial Institution F would not make the rollover of Amount 4
from Employer J's retiremnent plan to Account G as requested, Taxpayer did not intend to
modify the series of Sulr'}s'tun[iall y equal periodic payments she began receiving from
IRA A (and subsequently IRA C) in calendar year . Rather, the modification is due

: w0 the failure of Financial Institution F 1o roll over Amount 4 into Account G instead of
[RA C in calendar year

Based on the foregoing, we conclude that the error mmade by Financial Institution F

that resulted in Amouni 4 being rolled inte IR'A C in calendar year will not he

considered a modification of a series of substantiallv equal periodic peyments trom

IRA C within the meaning of section T2(t1}(4) of the Code that would result in an

imposition of the 10 percent additional tax applied on premature distributions under |
sEeton T2 1),

This ruling does not express an opinion as to whether (but assumes that) the senes of
substzntially equal periodic payments received from April, 1999 to July, 2006 from IRA
A and subsequently from IRA C satistied Code section 72(0(2} A)iv} and Revenue
Ruling 2002-62. This ruling assumes that IRA A and [RA C meet the reguiremenis of
section 408 of the Code at all times relevant [o this fransaction.

This letter is directed only 1o the taxpayer who 'r;:quesied it. Section 61 10(k}3) of the
Code provides that 1t may not be used or cited as precedent.

A copy of this ruling has been sent to your authorized representative pursuant 1o the
provisions of a Form 2848 (Power of Attormey) on hle in this office.
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If you wish 10 inguire about this rubing, please contac! ,
(LD. # J.atl }
Sincerely yours, '
Caplolon. H. Wadins
Mangger
Employee Plans Technical Group 1
Enclosures:
Deleted Copy of this Letter
Notice of Intention to Disclose
Notice 437 ' i .
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